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Theoretical Analysis of Central Banking
??????? ?
Historically, central banks were established for three purposes:
(1) stability of currency value, (2) stability of ¯nancial system, and
(3) ¯nancial assistance to the government. In peace time, the ¯rst two
were most prevalent, but in war time the third one, \war ¯nance" was
given the highest priority. This was the case of the Bank of England in
1694. Although the Bank was set up as \banker to the government",
with various privileges given, it gradually began to function as \lender
of last resort". This means that central banks perform both macro- and
micro-economic functions. Theory of central banking is claimed to be
based either on the quantity theory of money, or on the gold standard
and the \real bills" doctrine. The global ¯nancial crisis after 2008 and
the ensuing \Euro crisis" have forced the major central banks to set
out inventing unconventional policies.
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